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REPORT OF THE SPECIAL SUBCOMMITTEE OF THE 
SENATE APPROPRIATIONS COMMITTEE ON FOREIGN 
ECONOMIC COOPERATION 





Mr. McCarran, from the Special Subcommittee on Foreign Ecos 
nomic Cooperation, submitted the following 


REPORT 


PurpPose OF Report 


On March 31, 1950, Mr. Gordon Gray, former Secretary of the 
Army, was instructed by the President to make a study of the “whole 
complex of our foreign economic relations and to develop appropriate 
recommendations.” 

The report, prepared by Mr. Gray and his staff, was accepted by 
the President on November 10, 1950, with the statement— 

* * * the various executive agencies concerned will draw fully on Mr. Gray’s 
report * * * in developing appropriate administrative action and legislative 
recommendations in the whole area of foreign economic policy * * *, 

It can be presumed that, as of the date of acceptance, the report 
was to be taken as the guide for recommendations of the executive 
departme nt on all major aspects of our foreign economic policy. 
Since then military developments have given a new urgency to the 
defense problems of Europe and the Far East and the Congress will 
want to make examination of those problems as viewed by the Gray 
report. 

The Senate Appropriations Special Subcommittee on Foreign 
Economic Cooperation, pursuant to its function of studying United 
States economic assistance to foreign countries, has made a number of 
findings with respect to the operation of EC A in many countries of 
Europe. The subcommittee deems it useful to call attention of Con- 
gress to certain proposals of the Gray report ' which are policy recom- 
mendations affecting Europe’s rearmament as well as Europe’s 
political stability. 


Tue Masor RECOMMENDATIONS OF THE GRAY REPORT 


The 22 recommendations of the Gray report include some that 
propose continuation of present foreign aid activities without great 
quantitative changes, while others are radical departures, in direction 
and in magnitude, from former policies. For example, the proposal 


1 A digest of the 22 recommendations of the Gray report appears as annex A on p. 6 hers 
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for aid to underdeveloped areas calls for an increase from 150 million 
to a billion dollars a year in combined grants, loans, and private 
investment. 

The aid program to Western Europe, presently administered by 
ECA, which was to terminate, according to Public Law 472, Eightieth 
Congress, by 1952, is proposed for continuation for 3 or 4 more years. 
Many new tariff policies are suggested that go far beyond present 
United States tariff law and policy. In their totality the recommenda- 
tions form a vast program, stipulating, in some instances, large in- 
creases in existing projects; in others, new activities involving direct 
or indirect Government costs and burdens on the economy. 

It is to be expected that the Congress will subject each of the 22 
proposals to minute examination with respect to policy and amounts. 

This memorandum by the subcommittee will consider only two 
propositions of the Gordon Gray report: 

1. The basic assumptions in the argument for foreign aid; 
II. The recommendation for the consolidation of those Federal 
agencies that administer foreign economic policy. 


I. Tae Premises For ForetGn AID 


Despite the fact that the report was written before the worsening of 
the military situation in the Far East, many of the repens remain 
unchanged. It was written when the war crisis was less serious than 
it has become since publication. It takes a long-range view of our 
political and military conflict with Communist countries and, while 
urging speed, proposes some programs which are by nature long-term 
undertakings. 

It is a review of our political and economic objectives in Western 
Europe, in the Far East, and in various underdeveloped areas. It is 
based on the thesis that, in resisting Communist aggression, the United 
States must carry on an enormous program of economic aid in some 
areas and combined economic and military aid in others. It repre- 
sents the familiar thesis that political and military dangers abroad are 
so grave that an enormous American expenditure to alleviate the eco- 
nomic burdens of foreign countries is necessary—and the corollary 
point that (with respect to Western Europe) such expenditures will 
bring commensurate political, economic, and military results. 

It acce pts as a principle that political losses to communism can be 
reduced through the use of American-financed aid, in various forms and 
degrees, to some 40 areas of the world. It assumes, with respect to 
some countries of Western Europe, that their military contribution 
will be determined by their economic capacity and that such capacity 
rests in turn on American-financed aid. 

The report urges continuation of economic aid to Western Europe 
on two premises. 

(1) The economic stability argument.—With respect to Western 
Europe, it advocates a program of economic aid on the ground that, 
in some countries, aid will forestall the political and economic crises 
that lead to communism. 

(2) But the report contains another thesis, that economic aid, over 
and above its role as a political stabilizer, is a condition to getting mili- 
tary production in Europe. 

Thus, two distinct se parate arguments are advanced for further 
economic aid to Europe. It is necessary, therefore, to examine each 
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separately to determine whether economic aid should be considered as 
a political deterrent to communism, or considered as a financing device 
that will enable Europe to start a program of military preparedness, 

This memorandum suggests that if the Congress adopts the first 
view, our aid to Western Europe should be set at that minimum that 
will insure political stability. With respect to the second thesis, that 
American help is intended as the economic foundation for military 
production, it is here suggested that there is a possibility that a 
realistic European defense effort may never be made. 

In the months since the signing of the Atlantic Pact and the subse- 
quent creation of a pyramid of international military commissions, 
there has been little evidence of a will to form a European military 
plan. ‘There is little evidence that the many United States officials 
involved have made measurable progress in spurring western European 
nations into serious military defense efforts, collectively or individually. 
The political complications in Europe are so many that we must 
consider the possibility that the American officials charged with 
implementing Europe’s military organization may not be successful. 

[t is time the United States realize that large blocs of people in 
many of the countries of Western Kurope are oppose ‘dtoareal military 
preparedness program. The feeling is based on European views of the 
Communist menace which differ from those taken by the United 
States. Some of the attitudes which lessen the Europeans’ will to 
rearm can be summarized as follows: 

That Europe can sit out the American-Communist conflict as 
a third force and escape military involvement; 

That Europe will be the first to be occupied by invading 
Communist troops and that the combined United States-European 
military strength cannot stop such occupation; 

That the Communist countries are waging a campaign of limited 
objectives and that American fears are unduly alarmist and 
provocative of the Communist countries. 

These views held by great numbers in each country of Western 
Europe have effectively weakened the voice ne ach parliament. They 
have weakened the hand of the members of the various military com- 
missions that are meeting, ostensibly, to create a European defense 
machine. 

To date these political considerations have effectively hampered 
progress toward a Saiciied military plan. 

In the face of these political realities the Congress should examine 
the proposition that economic aid, given on the assumption that it 
will stimulate Europe’s military effort, will, in fact, achieve that end. 

The questions involved, therefore, are (a) what is the minimum of 
aid considered necessary to maintain political stability, and (6) what 
sums earmarked for the general purpose of military preparedness will 
show a commensurate result? 


Il. ConsoLiIDATION OF ForreriGn Arp AGENCIES 


Recommendation No. 22 states: 


It is recommended that * * * an agency or organization should be 
established within the United States Government to administer foreign economic 
programs. Its functions should inelude the administration of all grant and 
technical assistance programs (except the provision of military equipment), the 
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administration of other related activities, such as the stimulation of needed 
materials abroad. 


Subcommittee comment on No. 22 


Overdue.—This proposal is sound, and, if anything, overdue. On 
the basis of past findings of the subcommittee, it should be endorsed 
in principle, irrespective of what Congress later determines to be the 
scope, size, spending authorization, “and functions of such a new 
entity. The principle of consolidating much of the work now being 
performed by a score of agencies was endorsed, among others, by the 
Hoover Commission. It is a necessary consolidation in view of the 
many new economic relationships which the United States will 
maintain with a score of countries cooperating, in whatever degree, 
in our politico-military conflict with Russia. 

Specifically, under proposal No. 22, the functions to be incorporated 
in the proposed new organization, and the agencies currently handling 
such functions are 

The administration of economic aid to Western Europe 
currently administered by ECA). 

The administration of economic aid to Japan (currently 
administered by SCAP), 

. The administration of aid to underdeveloped areas (currently 
bai ing administered by the Department of State). 

The administration of aid programs to several countries of 
Far East (currently administered by ECA). 

The procurement and export of scarce materials (currently 
administered by many Federal agencies). 

The administration of United States international trade and 
financial policies (currently administered by many Federal agen- 
cles). 


Unification needed 


From 2 years of observation of administration of foreign aid it seems 
obvious that the solution of European economic problems astro- 
nomic in number, is hardly simplified by dividing the administra- 
tive job among a great number of agencies. <A central directing 
body which is aware of the interdependence of the problems is a 
necessity . 

An illustrative case (and one of the few ECA undertakings that 
might be described as a failure) has been the ECA responsibility for 
stopping the flow of strategic materials from Western Europe to the 
countries within the iron curtain. ECA has had the administrative 
responsibility but not the authority to cope with the problem. ECA’s 
task of reducing the amount of strategic materials that were going 
into the iron-curtain countries was complicated by the fact that 
perhaps a dozen United States agencies were involved in the pre- 
liminary step of defining just what strategic materials are. The 
resulting leakage of vast quantities of materials from Western Europe 
cannot be attributed to any one body because a number of agencies 
share the policy decisions. 

Whatever may have been the need for centralization in the past 
there are more compelling reasons now. 

The objectives in granting foreign aid have changed. Where, 
formerly our objectives in Western Europe were economic stability as 
a means to political stability, the objective now is enlarged to include 
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a substantial military contribution over and above the maintenance 
of political stability. 

As a result of the new emphasis on a military contribution by 
Europe, there arises the need for integration of the two defense efforts. 
It is hardly possible to list the vast number of economic problems that 
grow out of a multilateral effort by a number of nations in acquiring 
necessary raw materials, the problem of allocations, quotas, and 

Oe ity. 

Elsewhere in this memorandum doubt is expressed whether Euro- 
pean governments will ever succeed in overcoming the political 
difficulties that have stalled the defense plan. 

This very real possibility, however, does not affect the argument 
that the effort to achieve a European military contribution must br 
pressed, whatever the difficulties and whatever the odds. The effort 
must continue and the economic side of the job should be adminis- 
tered by a single agency that has a panoramic View of the nt 
range of problems. 

It follows that, whatever the amount of economic aid to Western 
Kurope and underdeveloped areas, and whatever the premise on which 
we extend it (whether as simple sustenance or as a platform for mili- 
tary production), the new agency should be built around the existing 
ECA organization and personnel. The recommendation is made for 
the following reasons: 

As is generally recognized, the military output of any European 
country has limits in its economic capacities. However, it is already 
evident that many Kuropean governments will make r presentations 
that their internal political complications prevent clean, hard decisions 
involving economic sacrifices. Im many cases these allegations hav 
a plausible foundation. Their Communist Parties and large Com- 
munists labor bloes are formidable forces sabotaging the authority of 
the parliaments. It is a fact that there are difficult and delicate polit- 
ical problems blocking the adoption of military preparedness policies 
But the appraisal as to whether these re oe sentations are real or merely 
convenient is one that can only be made by experts that are intimately 
familiar with the economies of the European countries. Some Euro- 
pean countries of whom we expect real military cooperation will find 
it convenient to point to internal political complications to justify the 
claim that their military quotas must necessarily be very low. 

ECA is familiar with these politico-economic situations because it 
has been dealing with them for nearly 3 years. It is the agency best 
qualified ‘to cut through with the proper blend of diplomacy and 
firmness to distinguish between the convenient and the real. With its 
background in the economic and political complexities of each country 
it can supply the United States with objective findings regarding 
their capacities. 

Counterpart funds 


One of the most successful innovations connected with the granting 
of aid to foreign countries has been the institution of the counterpart 
fund, the stipulation that every dollar of grant aid shall be matched by 
a special fund in the local currency of the recipient government, ear- 
marked for joint administration by both governments. 
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This device has produced many advantages. The establishment of 
a counterpart fund is always the subject of a bilateral pact which has 
the authority of treaty law. When so created the counterpart fund 
agreement eliminates disputes over touchy questions of sovereignty 
and avoids arguments over the American arbitrariness alleged by 
hostile political factions within the recipient country. 

The counterpart fund, moreover, has the advantage that it requires 
the recipient country to make an assessment on its own economy which 
is the least burdensome of all possible devices and produces a sub- 
stantial fund for use in the joint cause. 

Whatever the Congress decides shall be the scope of foreign aid, and 
whatever the geographical distribution, it should make the proviso 
that, where a counterpart fund is not unduly burdensome, it should be 
made a condition for all aid rendered in grant form. 


ANNEX A 
Dicest OF THE 22 RECOMMENDATIONS OF THE GRAY REPORT 


WESTERN EUROPE AND JAPAN 


1. Extend Western European economic aid.—To facilitate expansion of Muropean 
defen United States should continue supplying aid, apart from military equip- 
n rr another 3 or 4 year 

2. Ba ition Such aid should be based on an over-all assessment of 





requirements ré than on a specific project basis; should be administered 
separately from shipments of United States military equipment. 


3. Ospects ves of aid 





1) ‘To make fullest use of European resources, 
bh) Eneourage intra-European trade. 
Hel integrate European economy. 


yport the intra-E lropean payments mechanisin by allotting part of 
dollar nid to European Payments Union. 

1. European exports essential.—To inerease its defensive strength Europe 
should aim for self-support, which means Europe must achieve a high volume of 
exports. Europe’s internal burden of rearming must have an impact on levels of 
consumption and investment. 

5. Pound sterling.— Britain’s military expenditures should not be permitted to 
worsen the United Kingdom’s external position because of the importance of the 
pound sterling in world trade. 

6. Japanese ro! secause of its predominant industrial position in the Far 
East a stable, dem cratic Japan is important to our objectives in the entire region. 
Therefore, the amount of Japanese aid should be determined on the basis of its 
own minimum needs and the role Japan can play in helping the economies of 
critical areas of the Far East 


UNDERDEVELOPED AREAS-——POINT 4 


7. Private investment.—Normally accompanied by technological skills this is 
most desirable means of providing capital. Role of private investment should 
be under constant reevaluation, and public lending correspondingly adjusted. 
Study means of promoting private investment through tax incentives. Study 
means to improve United States market for sound foreign dollar securities. 

Following steps should be taken: 

(a) Negotiation of investment treaties to encourage private investment. 

(6) The bill to authorize Government guaranties of private investment against 
the risks of nonconvertibility and expropriation should be enacted as a worth-while 
experiment. 

8. United States Government loans.—Under present conditions heavy reliance 
on publie lending essential, specifically by International Bank for Reconstruction 
and Development and Export-Import Bank. Combined aim should be a net 
outflow of 600 to 800 million dollars yearly—50 percent or more by the Inter- 
national Bank from sources other than United States Treasury. 
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With respect to United States Government lending (a) lending authority of the 
Export-Import Bank should be increased from 3% to 5 billion dollars; (6) our 
policy should permit United States loans to be spent outside as well as within the 
United States. 

9. Grants.—In some cases grants should be used for development and technical 
assistance when urgent programs cannot be financed by public loans, and when 
grants will be a spur. 

It seems probable that a necessary program would require up to $500 million 
yearly for several years, apart from emergency requirements arising from military 
action. 

10. Coordinate all forms of foreign aid.—The administration of loans, technical 
assistance, grants and measures to encourage private investment should be more 
closely coordinated than is now the case. 


SCARCE MATERIALS 


11. International allocation of scarce materials.—Establish methods for inter- 
national collaboration for guiding scarce materials among the free nations for the 
common defense. 

12. United States export control policy —In administering such export controls 
as may be necessary assure delivery of goods required by other countries for pure 
poses that support United States interests. 

13. Stimulate foreign production of scarce materials.—Expand foreign output of 
scarce materials through provision of capital funds and through procurement 
activities such as long-term contracts. 


INTERNATIONAL TRADE AND FINANCIAL POLICIES 


Objective-—Ultimate goal is peace resting on foundation of expanding world 
economy. Therefore, encourage world trade and capital investment throughout 
world. Despite trade and payments restrictions (existing or to come) it is possible 
and necessary to progress toward a system of multilateral and nondiscriminatory 
trade. 

Therefore, establish a system of international payments, encourage other coun- 
tries to adopt monetary and fiscal measures that assure sovnd currencies and 
obviate need for direct trade restrictions. 

We must make sure our own house is in order, eliminate unnecessary import 
barriers, adjust agriculture and shipping policies to avoid undue burdens on 
world trade. 

The United States has central position as importer and exporter in world 
agricultural trade. Our policies are a vital concern to other nations. As a major 
maritime nation our shipping subsidies affect dollar earnings of other maritime 
nations. Both our agricultural trade policy and shipping policy set up conflicts 
when considering our domestic and foreign objectives. 

14. Discriminatory trade practices.—United States should continue to work for 
the elimination of discriminatory trade and exchange practices through the Gen- 
eral Agreement on Tariffs and Trade, the Reciprocal Trade Act, and the Inter- 
national Monetary Fund. 

The United States should become member of International Trade Organization. 

15. Stabilization credits —United States should consider eventual desirability 
of stabilization credits to permit convertibility of currencies for current account, 
notably the pound sterling, on condition recipient meets requirements for con- 
vertibility and reduces trade discriminations. 

16. United States import policy.— 

(a) Continue to seek further general tariff reductions under the Reciprocal 
Trade Agreements Act. Renew Reciprocal Trade Agreement Act for 4 years. 

(b) Adopt legislation permitting temporary multilateral reductions in specific 
tariff rates on scarce commodities when conditions of inflationary pressure exist. 

(c) Reduce unnecessary and unreasonable procedural barriers; pass proposed 
Customs Simplification Act. 

(d) Tariff Commission should study general tariff reclassification. 

(e) Repeal legislation requiring discrimination against imported goods in 
Government procurement. 

17. United States price-support policies—Modify United States agricultural 
price-support system, method of accumulation of stocks, surplus disposal methods 
in ways which will be consistent with domestic objectives and help our foreign 
relations. 


Ss ANALYSIS OF THE GRAY REPORT 


(a) Eliminate import embargoes imposed for other than sanitary or similar 
reasons; 

(b) Discourage increases in domestic crops which have to be protected by 
quotas, tariffs, and direct producer subsidies. 

18. United States shipping subsidies —Limit use of Government subsidies to 
shipping*industry to amounts necessary to maintain shipping facilities required 
for national security. Negotiate with other governments for removal of cargo 
preferences and other types of discrimination. 


ADMINISTRATION OF FOREIGN ECONOMIC PROGRAMS 


19. Foreign aid reciprocity.—Foreign aid should be initiated only when requested 
by other governments and when they are prepared to make appropriate contribu- 
tions. 

20. Conditioned grants and Grants and loans should be conditioned by 
agreement on reasonable standards of performance. 





] > 
toans. 


21. International organizations.—United States should help strengthen inter- 
national and regional organizations. 
22. Consolidate agencies administering foreign aid.—An agency should be estab- 


lished within United States Government to administer foreign economic programs, 
functions to include 
The administration of all grant and technical assistance programs (except 
the provision of military equipment). 
The administration of other related activities, such as the stimulation of 
needed materials production abroad. 


O 











82d Congress jae sae: ‘SUBCOMMITTEE PRINT 
lst Session Fa Ne ery ae mt 


CONDITIONS IN EUROPE IN THE 
AUTUMN OF 1950 


REPOPT 


OF THE 


SPECIAL SU BCOMMITTEE ON FOREIGN ECONOMIC 
COOPERATION 


OF THE 


SENATE APPROPRIATIONS COMMITTEE 


Printed for the use of the Committee on Appropriations 
UNITED STATES 


GOVERNMENT PRINTING OFFICE 
WASHINGTON : 1951 





